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INTRODUCTION BY THE EDITOR 


Economics as the study of who gets what and how is at once 
the most difficult and the simplest of social disciplines. While 
some of its problems lend themselves with the utmost diffi- 
culty to fruitful analysis, others tend to disappear in the 
mere statement of the facts, and this is particularly true of 
a number of public “issues” concerning the national income. 

This pamphlet is essentially a reasoned account of the 
relevant facts concerning a number of such important ques- 
tions listed in the author’s opening paragraph. Incidentally, 
it affords an occasion for some critical analysis of statistical 
data that has recently become available and has played a 
rather significant role in public controversy. 

This is the twenty-third of a series of Public Policy Pam- 
phlets which the University of Chicago Press is publishing. 
Frequently the scholarly journals give no attention at all to 
problems that have an acute public interest, while the ordi- 
nary magazines can print little but superficial comment. The 
University might well perform a valuable service by making 
available to the public whatever special training and informa- 
tion it may have at its disposal. The continuation of such a 
series will, of course, depend upon its reception by the public. 

Perhaps it goes without saying that the authors of these 
pamphlets are individually responsible for their views and 
that they in no way involve the responsibility of the Univer- 
sity of Chicago. 


Harry D. GIDEONSE 


June 4, 1937 
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HOW THE NATIONAL INCOME IS DIVIDED 


I. INTRODUCTION 


How much of the national income of the United States 
comes into the hands of working people and how much into 
the hands of property owners? Are the profits of manufactur- 
ing and mining companies so large that they could pay much 
higher wages without either paying less for their materials or 
charging more for their products? Are the farmers paying a 
large share of their incomes as interest to mortgage-holders? 
Do the profits of corporations flow to the rich or to people of 
moderate incomes? Have the rich been growing richer and 
the poor been growing poorer? 

All these are simply questions of fact. But they bear di- 
rectly on important questions of national policy; for the dis- 
tribution of the national income has recently come to be a 
major issue in politics: Through “agricultural adjustment 
acts” and “‘soil conservation acts,” attempts are being made 
to raise the incomes of farmers. The federal income tax has 
been so adjusted as to take the major part of the “‘net income” 
of the very rich; and heavier taxes on moderate incomes are 
being seriously discussed. “Share our wealth” has been made 
the political war-cry of a not unimportant group. A number 
of minimum-wage laws have recently been enacted, intended 
to raise the economic status of the poorest of the workers in 
our cities; and further measures of this sort have been pro- 
posed. A campaign is on foot to increase the incomes of many 
groups of factory and mine workers by labor organization, 
working through strikes and the threat of strikes. Most Amer- 
icans wish to see these issues fairly settled. But without a 
clear picture of the facts of income distribution it is hard to 
form a fair judgment; for friends or opponents of reform meas- 
ures can readily dramatize certain facts, while leaving others 
discreetly in the background, and thus trick us into joining 
their side overhastily. 

Much of the necessary information has become available 
in the last few years, thanks to statistical studies of the size 
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and distribution of the national income carried out by the 
National Bureau of Economic Research, the United States 
Department of Commerce, the Brookings Institution, and 
various other organizations and individuals. Although many 
important details have not been conclusively settled—there 
is serious disagreement among the experts, to give examples, 
about income from farming and from city real estate—all the 
recent estimates fit together into a reasonably consistent gen- 
eral picture. This pamphlet is written to summarize and in- 
terpret the statistical results of these studies, in the interests 
of general understanding. 


II. MEASURES OF NATIONAL INCOME 


Since this pamphlet is chiefly an account of statistics about 
“national income,” we must begin by asking what statisticians 
mean by the term, and what items their calculations include. 
Of the dozen or so different notions of national income re- 
cently used, however, we need concern ourselves only with 
the three which underlie the principal series of figures quoted 
below. 

The first of these, “national realized income,” is the basic 
concept of Dr. W. I. King’s study for the National Bureau, 
National Income and Its Purchasing Power (New York, 1930). 
This study covers the years 1g09—28 (brought down to 1929, 
with some revision for 1925-28, by figures published in 1934 
by the Brookings Institution, in America’s Capacity to Con- 
sume, p. 1§2), and is our chief source of comparisons between 
pre-war and post-war years. “Realized income,” in Dr. King’s 
words (National Income, p. 42), “consists, in the main, of the 
amounts received by individuals in the form of wages, sal- 
aries, pensions, compensation for injuries, interest, dividends, 
rents, royalties, services of durable consumers’ goods, and 
profits withdrawn from business.” The “amounts” dealt with 
are chiefly sums of money, passing to individuals in payments 
of types normally regarded as income for the recipients. But 
they also include some items in kind. Part of the “wages” and 
“profits withdrawn” in agriculture consist of food consumed 
on the farm; and the “services of durable consumers’ goods” 

‘represent the rental value of houses, automobiles, furniture, 
etc., used by the owners. 
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The second of our three chief income concepts, “‘national 
income produced,” and the third, ‘“‘national income paid 
out,” are used by both the United States Department of Com- 
merce and the National Bureau in their studies published 
since 1930, and thus underlie the most recent and authorita- 
tive income estimates available. Comprehensive éstimates 
on both bases, classified by industries and types of income, 
have been published for 1929-34 (with partial figures for 1935) 
in the government document, National Income in the United 
States, 1929-35 (Washington, 1936). Dr. Simon Kuznets, of 
the National Bureau, who launched the Commerce Depart- 
ment study in 1934, is engaged in re-working the materials 
available for the years 1919-28 into comparable estimates, 
and has published preliminary figures for some industries in 
the bulletin Income Originating in Nine Basic Industries, 
1919-1934. es 

National income produced” is intended to measure the 
value of all goods ‘and services produced in our economic sys- 
tem, minus the value of the goods and services used up in the 
process of production. As measured statistically, it consists 
of wages, salaries, other compensation paid to employees, in- 
terest, rents and royalties, and the profit from operations 
(not including “‘capital gains” of business from revaluation of 
property) of all incorporated and unincorporated firms. 

“National income paid out” is intended to measure the 
total paid to individuals for their services and the services of 
their property used in production (taking production in its 
broadest sense). It is made up of the same elements as “real- 
ized income,” with the exception that services of durable con- 
sumers’ goods are omitted. (Both “income produced” and 
“fncome paid out” include the money value of goods con- 
sumed on the farm by farmers and farm hands, however.) 
As measured statistically, it differs from “income produced” 
merely in its treatment of business profits, which are repre- 
sented in “income paid out” only by dividends actually paid 
by corporations and profits actually withdrawn for personal 
use by owners of unincorporated businesses. This difference 
(which is sometimes positive—“‘income produced” being larg- 
er than “income paid out”—and sometimes negative) is 
called “‘net business savings.” 


[3] 


None of these three concepts, which deal with what is com- 
monly called ‘“‘money income,” is an altogether satisfactory | 
measure of the size and distribution of the flow of services of 
persons and property which constitutes ‘national income in 
the more fundamental sense. For one thing, many of these 
services (for instance, the work done by housewives, and in 
the latest estimates the use of owner-occupied houses) are 
omitted from the estimates for lack of money measures. 
But even more serious, income comparisons over time and 
over space involve adjustments for changes in prices; and 
these adjustments can never be more than rough-and-ready. 

In addition, even though the national-income estimates 
omit some of the things which are hardest to measure, they 
are not entirely accurate within their limitations. This is due 
partly to the lack of basic records to serve as sources and part- 
ly to the difficulty of collecting information from such basic 
records where they exist. Broadly speaking, transactions of 
the sorts which are included in income estimates are accurate- 
ly recorded when carried on by corporations; and inquiries by 
the Census Bureau, the Bureau of Internal Revenue, and vari- 
ous governmental and private groups studying pay rolls, 
wage rates, etc., have made available much of the infor- 
mation in corporate accounts as a foundation for income 
estimates. But where most firms are partnerships or private 
businesses, basic accounting records are worse (in some fields 
nearly nonexistent), and often such records as do exist have 
not been collected. Even corporation accounting, moreover, 
is unsatisfactory when it comes to estimating profits, owing 
to the difficulty of handling changes in prices and of deciding 
on appropriate depreciation allowances in a world of uncer- 
tainty. Fortunately, a great part of the problems to be stud- 
ied hinge on “income paid out”; and, as this income concept 
deals with cash payments, it is not affected by this indefinite- 
ness.? 

* Excellent discussions of the nature of available source material and the construc- 
tion of statistical estimates of national income are to be found in the appendices of 
National Income... . 1929-35, and of the National Industrial Conference Board’s 
study, National Income and Its Elements (New York, 1936). The relation between 
money income and more fundamental income concepts has recently been discussed 


by Professor Irving Fisher in his article, “Income in Theory and Income Taxation in 
Practice,” Econometrica, January, 1937. 
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III. RECENT CHANGES IN THE SIZE OF THE 
NATIONAL INCOME 


The growth of the national income of the United States can 
be measured satisfactorily only for very recent years; for the 
necessary statistical foundation grows weaker and weaker as 
we go back in time. A few responsible estimates run back as 
far as 1909, however, and despite changes in population, 
prices, and habits of living (which were so great that no mere 
set of figures could adequately describe the shifts in national 
income), they seem to show a definite rise in income levels. 
Dr. King’s study, for instance, shows national income in 
1923-25, measured in “‘1913 dollars,” averaging about 46 per 
cent more than in 1gog-11. Allowing for an increase in popu- 
lation of about 23 per cent, the increase in income per capita 
stands at 19 per cent. The figures of the Brookings Institu- 
tion, being simply adjustments of those of Dr. King, naturally 
confirm this result very closely (showing a 21 per cent in- 
crease). The figures of W. H. Lough (given in his High-Level 
Consumption [New York, 1935], p- 28), reckoned on a basis of 
current dollars without correction for prices or population, 
show the average for 1923-25 about 137 per cent above the 
average of the two years 1909 and 1914 (as compared with 
138.5 per cent from the National Bureau figures), which is 
also very close. The margin of increase seems wide enough to 
guarantee the reality of the gain, which resembles that shown 
by “real wages.”” Between 1923-25 and 1929, moreover, there 
was a further gain in per capita income, which the Brookings 
Institution estimates as about 10 per cent. 

The years since 1929 (running down to 1934 or 1935) have 
been studied by several organizations. Their estimates for 
national income, in current dollars, are summarized in 
“Table 1. 

The 1929 estimate, by every system of measurement, repre- 
sents the largest national income the country ever enjoyed. 
The large changes since then—the decline down to 1933 and 
the revival in 1934 and 1935—of course represent the effects 
of the great depression. Owing to price changes, the country’s 
money income changed very much more than the service flow 
which constituted its “real income”; so that the current dollar 
figures of Table 1 are of interest chiefly as illustrations of the 
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importance of knowing how income is defined. The much 
greater shrinkage of “income produced,” as compared with 
“income paid out,” in 1930-33 reflects the fact that corpora- 
tion dividends and withdrawals by owners of unincorporated 
businesses greatly exceeded business earnings. 

Rough corrections for the effects of changes in prices and 
population are indicated by Table 2, which compares these 
elements in the situation with changes in various components 


TABLE 1 
Various Estimates or Nationa Income in THE UniteD STATES, 1929-35 
(Uncorrected for price changes) 


28 InpEx Numpers, 1929 =100 
a8 
Estimate Be 
ath 
28 °| 1929 | 1930] 1931 | 1932 | 1933 | 1934] 1935 


“, 
if 


“Income paid out,” U.S. Depart- 
ment of Commercet......... 78.6) 100 | 92.8) 78.5] 61.5] 57.2] 63.8] 68.1 
“Income produced,” U.S. De- 
partment of Commercef..... 81.0} 100 | 83.8] 66.1] 48.8! 51.5] 59.7] 65.4 
“Income paid out,” National Bu- 
TIA fala tree rae wei ere 8E,/1}) Oo! |. 92.9) 78Eol 60081), 0) lea ee j 
“Accountable realized income,” 
National Industrial Conference 
Board surciny tie PCa ask 80.0] 100 | 91.0} 75.7] 58.6] 55.8] 63.6]..... 
“Total outgo,” W. H. Lough]. . 89.4] 100 | 88.3] 71.3 


vi t National Income in the United States, 1929-35 (Washington, 1936), Table I, p. 22. 


t National Income, 19290-1032, Bulletin 49 of the National Bureau (New York, 1934), 
ate T, R- 3. This is identical with Table 1, p. 10, in the government document of the same 
title and date. 


§ National Income and Its Elements (New York, 1936), Table 1, Pp. 9. 
|| W. H. Lough, High-Level Consumption (New York, 1935), p. 28. 


of money income, as estimated by the Department of Com- 
merce. Population growth having been less than 5 per cent, 
the chief correction is for price changes. While students. of 
the subject have come to believe that the pretense of accuracy 
involved in converting such estimates into “dollars of con- 
stant purchasing power” is likely to be misleading, it is at 
once plain that much of the change was merely in prices. 
When we find that the “cost of living” (for workmen in cities) 
was about three-fourths as high in 1933 as in 1929, for in- 
stance, it is fair to guess that wages and salaries would buy 
roughly four-thirds as much in goods and services as the un- 
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corrected dollar figures suggest. The 1933 figure for employ- 
ees’ income, if corrected for prices, would thus show some- 
what more than 75 per cent of 1929, rather than $7.1 per cent. 

Another source of exaggeration in the changes shown by 
dollar figures is the omission of housewives’ services, use of 
houses by the owners, etc. Services of this type, which make 
up part of national income in the fundamental sense, were 
probably not much affected by the depression. In some in- 


TABLE 2 
Reative CHANGES IN Components oF “Income Paip Our” AND IN PRICES AND 
PoPuULATION IN THE UNITED STATES, 1929-35 


(Index numbers, 1929 =100) 


Item 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 


Total income paid out*....... 100.0} 92.8] 78.5] 61.5) 57.2) 63.8] 68.1 


Shares of income paid out:* 


Paid to employees.......... LOO} 917) 77.2) GO. 1) 57.2) 65.3] Foro 
sD gree) (ee TOOLO] 0G 7e210 7253) 402i 87 Ol Aza aa ties 
ENtereseoeE ere oo. esas ne 100.0] 103.9] 101.3] 97.5] 90.0] 89.5] 86.6 
Entrepreneurial withdrawals | 100.0] 93.3} 80.7| 63.9] 58.4] 64.4] 69.6 
Net rents and royalties.....} 100.0] 80.8] 61.2] 42.9] 36.4] 40.4] 44.6 
Labor cost of livingt.........| 100.0] 96.6] 87.1] 77.8] 74.8] 79.3] 82.5 
Wholesale pricest............ 100.0] 90.7] 76.6] 68.0] 69.2} 78.6} 83.9 
Population, midyear§......... 100.0} 101.4] 102.1] 102.7] 103.6] 104.0] 104.7 
* National Income . . . . 1929-35, Table 2, p. 26. 


f Estimates of National Industrial Conference Board, as published in Survey of Current 
Business, December, 1936, pp. 19-20. 


t Index number of United States Bureau of Labor Statistics, as published in Federal Reserve 
Bulletin, January, 1937, p. 75- 


§ Annual midyear estimate of United States Census Bureau, as published in Statistical Ab- 
stract of the United States, 1935, p. 10. 


stances, in fact, they must have increased, as things were 
done at home which in more prosperous times were done out- 
side the family and paid for in cash. 

On the whole, therefore, the decline of business must have 
reduced total national income in terms of services much less 
than the dollar totals would indicate; and by the same reason- 
ing, the business revival of 1934-35 increased the country’s 
service income much less than a hasty reading of Table 1 (or 
even Table 2) might lead us to think. The shrinkage of in- 
come in 1930-33 was so serious not so much because of its 
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absolute size (though it was great) as because a few (chiefly 
the unemployed and some of the farmers) bore the brunt of it. 
Similarly, the improvement in business since 1933, with the 
aid of “‘work spreading,” has increased the incomes of the 
most unfortunate groups in a much greater proportion than 
total income. 


IV. INEQUALITY IN INCOME DISTRIBUTION 


It is well known that there are enormous differences in the 
sizes of different people’s incomes. In 1929, for instance, 
“net incomes” reported to the Bureau of Internal Revenue 
included some which exceeded $10,000,000 and some which 
were more than $10,000,000 less than nothing! (Needless to 
say, a person with an income of minus $10,000,000 need. not 
starve to death 100,000 times over. Quite the contrary—a 
large negative “net income” can arise only from losses on 
sales of securities and real estate, so that it is a luxury only 
the very rich can afford.) But merely citing extreme figures 
does not convey much information; what we need is to know 
the number of incomes of each different size, and the propor- 
tion they make of the national total. 

Unfortunately, we have direct information on the size of 
incomes only for those who file income-tax returns. This has 
never covered more than 20 per cent of the population; and 
since 1925, when exemptions were increased, it has included 
less than Io per cent. Some supplementary material has been 
made available by studjes of wages, family budgets, etc.; 
but on the whole the evidence is so scanty that statisticians 
hesitate to found estimates upon it. 

Of the few estimates which have been published, that of 
Dr. Frederick R. Macaulay for the year 1918 (in the National 
Bureau’s study, Income in the United States, 1909-1919 [New 
York, 1921-22]) is generally considered the most authorita- 
tive. Leaving out of account the 2,500,000 persons in the mili- 
tary service, he estimated that about 10 per cent of all “‘in- 
come received” (a concept close to that of “income paid out’’) 
went to the about 0.4 per cent of income receivers with the 
highest incomes, about 25 per cent of the total to the most 
Prosperous 4.6 per cent of income receivers, and over $I per 
cent to the most prosperous 24 per cent; while the poorest 
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15 per cent of income receivers were estimated to have re- 
ceived only 5 per cent of the total. How far these figures are 
correct, and how representative the year 1918 may be, there is 
no satisfactory way of telling. Another estimate, for the year 
1929, was published in 1934 by the Brookings Institution in 
America’s Capacity to Consume. The general impression their 
figures convey is that the concentration of income in the 
hands of the very wealthy was greater in 1929 than in 1918. 
But critical studies by several authorities indicate that these 
estimates are too unreliable to make the comparison mean- 
ingful.? 

For lack of reliable and comparable estimates of income 
distribution by size of income for different years, we cannot 
hope to find out definitely whether the rich have been tending 
to grow richer and the poor to grow poorer. Attempts have 
been made to find out whether the proportion of national in- 
come going to the rich was increasing or decreasing during 
the post-war decade, but the results are inconclusive. Meas- 
ures obtained by several different methods of estimation are 
shown in Table 3. 

Both the Brookings Institution figures and those of Dr. 
King suggest an increased concentration, since the percent- 
age of income receivers and of income received in the higher 
brackets showed an increase (see the first three columns of 
Table 3). But these increases are not definite proof of in- 
creasing concentration, since the whole level of incomes was 
shifting upward. The figures of the fourth column were 
worked out by Dr. Morris Copeland in an effort to escape 
this difficulty by dealing with the share of national income 
going to a constant proportion of the population; and they 
show no definite trend toward either greater or less concen- 
tration of income in the hands of the rich down to 1926. 

Even Dr. Copeland’s procedure is subject to some doubt, 
however, since finding the incomes of the richest 10 per cent 
of the population involves “extrapolation” (pushing esti- 
mates beyond the range covered by the data) of the income- 

2See the reviews of the Brookings studies by A. Burns, Quarterly Fournal of 
Economics, May, 1936, and Yournal of Political Economy, October, 1935. W. H. 


Lough devotes an appendix in his High-Level Consumption to the criticism of the 
Brookings Institution estimates of income distribution and savings. 
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tax figures; for the proportion of population dependent on 
taxable incomes has never been as great as Io per cent except 
in 1920, and since 1924 the total of dependents on all incomes 
covered by the returns (nontaxable as well as taxable) has 
been less than 10 per cent. Substantially the same procedure, 
applied within the range of the income-tax figures, yields the 
figures of the two right-hand columns. The figures in the 
fifth column suggest a great increase in concentration; but 


TABLE 3 
Various Measures oF Suirts 1n ConcENTRATION OF INCOME 
in THE Unirep States, 1918-29 


Percentage PercentaceliParceninte Percentage 

Percentage | Percentagelof National] ~.0 0 eo Be) of Popula- 

of Income | of Income | Income |°f National} of Popula- tion Whose 

Receivers | Receivers | Made Up cht, ove pe Adjusted 

Year Receiving | Receiving |by Incomes “Rich y et 'n- | Incomes 

over $5,000]over $5,000] of over at ee Make tee Make 15% 

inCurrent} in 1913 | $5,000 in P. | ‘AL ° lof Adjusted 

Dollars* | Dollarst 1913 A bi | Realized 

Dollarst tiong Incomes’’|| Income’ 
LGUB evita rs LSK2 0.66 8.62 33.1 3-50 aim 
1GION.... 2% 1.59 0.72 9.61 BAG 2.92 1.67 
EGRO\. sre 1.61 0.62 Tes 28.9 3-70 2.97 
HOE) Sharia 122 0.60 7-44 Ree Goal 2.02 
Liv San Ar 1.35 0.76 9-57 34.2 3-12 1.90 
TO23 Ni apy ins 1.40 0.83 9.27 32.5 3-47 2.27 
fee Pr eee LS 0.90 10.52 32.4 2.89 2.08 
LLY Me oy Ae 1.79 1.06 13.16 32.9 2.01 1.79 
MGR 6 ifort u 1.90 1.07 1272 32.9 2.06 1.64 
TORT va) RiOD SS 2k Miaka |eo Eee wee 1.69 1.56 
1928)... ;213 DOO lsat. Khoi atkileeae intense seas Sia cen ae 1.02 1.38 
Lo2ge 7... 3 LP cme Cee a Sei, cot) a eee 1.23 1.41 


* Brookings Institution estimate, in America’s Capacity to Consume, p. 102. 
t Estimate of W. I. King, National Income and Its Purchasing Power, p. 173. 
t Estimate of W. I. King, ibid., p. 178. 

§ Estimate of M. A. Copeland, Recent Economic Changes, II, 836. 


|| Estimate constructed by the Present writer. The incomes of income tax payers are repre- 
sented by “‘net incomes” (taken from Basic Table 3 of the Statistics of Income); and the national 
total is the Brookings Institution estimate of “all incomes” (op. cit., p. 152). The number of 
persons dependent on taxpayers’ incomes is calculated by the method outlined by Dr. Copeland 
(op. cit., p. 834 n.), the division of the income class within which the 15 per cent figure falls being 


made by linear interpolation, according to the proportion of the net income of that class which 
falls below the line. 


q Computed by the present writer by the method just outlined. The income of taxpayers, 
however, is represented by “total income” minus capital ains, and the national total by “na- 
tional realized income” minus income exempt from federal income tax (state and local govern- 
ment salaries, and all interest paid by government bodies). In most years the deductions from 
“total income” (chiefly contributions and capital losses) outweigh the capital gains of a large 
proportion of taxpayers; so that taxpayers’ net income exceeds total income minus capital gains. 
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they are'very heavily biased in this direction by the inclu- 
sion of the “capital gains’ of people who sold securities and 
real estate for more than they paid for them, on account of 
the prolonged rise of property values. The sixth column, 
which is much more closely comparable with Dr. Copeland’s 
figures, shows substantial agreement with him down to 1926, 
but suggests a sharp increase in concentration in 1927-29. 

There is good reason to believe that the shifts in income 
concentration shown by these measures reflect temporary 
ups and downs of business rather than underlying trends. 
One indication of this is the large year-to-year variability 
visible in all the series. Another is the fact that the depression 
has reduced concentration. For several reasons the series of 
Table 3 cannot be continued past 1929; but it is noticeable 
that the number of persons dependent on the top Io per cent 
of “national income paid out” (adjusted. for nontaxable in- 
come) rose from about 360,000 in 1929 to over 600,000 in 
1934. 

The federal income tax, it should be remarked, is a sub- 
stantial influence toward reducing inequality, which is not 
reflected in the indices just examined, since income taxes are 
not deducted in computing incomes. Changes in rates dur- 
ing the depression have greatly intensified this influence. In 
1929, people with net incomes over $10,000 paid in the aggre- 
gate 8 per cent of their net incomes as income tax, and people 
with net incomes above $100,000 paid 15 per cent of theirs. 
The corresponding percentages in 1934 were 14 per cent and 
43 per cent, even though incomes in the very highest brackets 
(which pay the highest rates) were much less important. 
Table 4 shows the changes between the rates applying to 1929 
incomes and those applying to 1936 incomes, for various sizes 
of net incomes. 

Whereas under 1929 rates the federal income tax could 
never absorb more than 25 per cent of net income, under 1936 
rates the upper limit is 79 per cent, and thousands of incomes 
pay over 2§ per cent. 

The present income-tax rates, coupled with the high taxes 
on large estates at the death of the owner, levied by the federal 
and state governments, are capable of reducing the inequality 
of wealth and income distribution substantially over the next 
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generation or two if they continue to be effective. Heavy 
taxes on large incomes will check the growth of estates in the 
hands of their present owners; and estate and inheritance 
taxes, therefore, will tend to reduce large estates at the death 
of the owners below what they themselves inherited. But 
this effect depends on the maintenance of the base of taxa- 
tion. The preferential treatment now given to capital gains 
on property held for several years (which are taxed only at a 
fraction of face value) may make it possible by accounting 
manipulations to place much of net income beyond the reach 
of taxation. 

TABLE 4 


Amount or Feperar Income Tax (INCLUDING SurTAx) PAYABLE ON 
Ner Incomes or Various Sizes, 1929 AND 1936* 


aeG0C0oegq0,0,0,0,0"0"”"”0=—0TqDTqYT]=]=— 


Amount or Tax Payas_e PERCENTAGE OF 
Size or Ner (In Dotrars) Income PayaBie 
Income 
(In Dottars) 
1929 1936 1929 1936 
FAO Meer acis 7.88 48.00 0.16 0.96 
LOS OOOE «fein eh 83.25 343 .00 0.83 3-43 
2O,000 et rts. 633.75 1,469.00 3517 es 
$0,000........ 4779-75 8,621.00 9.56 17.2 
100,000,......4. 15,959.75 31,997.00 16.0 32.0 
BOO} OOO le stead 115,959.75 304,616.00 2702 60.9 
1,000, 000°"... 055. 240,959.75 676,428.00 24.1 67.6 
§ 390030005. ne ee 1,240,959.75 357873334 .00 24.8 They 


* Computed from the income-tax regulations for a hypothetical person, married and with 
two children, earning his whole income (if less than Senjase) aid having no tax-exempt interest 
income or salary. 


V. INDUSTRIAL SOURCES OF INCOME 


Estimates of the shares of national income arising in differ- 
ent industries, like estimates of the total, run back to the 
year 1909. But the classification (for lack of basic data) is un- 
satisfactory. Dr. King, for example, in The National Income 
and Its Purchasing Power, found it necessary to leave under 
“unclassified” and “miscellaneous” industries which, as he 
estimated, produced from 20% per cent (1919) to 30% per cent. 
(1914) of “entire realized income drawn by individuals.” In 
consequence, only a few conspicuous changes are well enough 
established to be worth describing here. 
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The most conspicuous of these changes is the loss in rela- 
tive importance of farming. In the last years before the war, 
according to Dr. King, agriculture was the source of about 
15 per cent of realized income, a proportion which rose to 
about 18% per cent in 1918 and gig. But the proportion 
dropped suddenly i in the next two years to about II per cent 
in 1921; and in the years which followed, the drift was down- 
ward rather than upward, the figure for 1928 being about 9 
per cent. This reflects in part a fallin the proportion of the 
people engaged in farming from some 25 per cent before the 
war to about Ig per cent in the later 1920’s, and in part a re- 
duction of per capita income in farming, as compared with 
other occupations. The other branches producing material 
goods (mining, manufacturing, and construction) returned 
after the war to about their pre-war position; both before the 
war and in the middle 1920’s, Dr. King estimates that they 
originated about 27 to 29 per cent of national income, and 
employed 31 to 32 per cent of the people gainfully occupied, 
though during the war both proportions rose by 2 per cent or 
so. The most conspicuous change in the other direction is 
government, which, according to Dr. King, was the source of 
about §3 per cent of national realized income during the war, 
of over Io per cent in 1918, and of about 73 per cent in the 
later 1920's. 

The figures for 1929 and later years, as published by the 
National Bureau and the Department of Commerce, take 
advantage of improvements in source material to improve the 
industrial classification outside the industries producing mate- 
rial goods; though there remains a wide margin of uncertainty 
in industries which are predominantly unincorporated. The 
Department of Commerce estimates as to the proportions of 
“National Income Paid Out” coming from different industries 
are summarized in Table §. 

It will be noticed that these figures give a surprisingly low 
relative importance to the lines of business called “produc- 
tive” in the superficial everyday sense—that is, businesses 
devoted to changing the form of physical objects, or as we 
say, “producing physical goods.” Needless to say, this does 
not indicate that most of the income is contributed by indus- 
tries to be regarded as parasitic. Rather, the old-fashioned 
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view of what is “productive” has been left behind by changes 
in social organization. The improvement in productive 
methods in the last few generations has in two ways en- 
couraged and even compelled the growth of industries outside 
this group. In the first place, it has set resources free for uses 
previously beyond our reach, and has changed our style of 
living so that we wish to buy more “‘intangibles’’—witness the 
expansion of the amusement industry. And, even more funda- 


TABLE 5 
Proportions or Nationat Income Paro Our ContriBuTED 
By Eacu Inpustriat Division, 1929-35* 


Branch 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 


Total national income paid out 
(000,000,000 omitted). ..... $78,6 |$72,9 |$61,7 |$48,4 |$44,9 |$50,2 1$53,6 


Percentages contributed by: 


Aericultaney is eevee, tss ase 7:8 | 7:5.) 6.9) | 6:6) |) 6:6 JinG- guy naro 
Mining €tce. cece eee VOW 2g ie 220. hor U8, sak 2.0 
Manufacturing............ 22.9 | 21.9 || 20.0 | 17.7 1 19.0 | 20.4) 212g 
Contract construction...... 47 © Wh 40.) Soom eos! Ses pr ee 
Total material goodst....| 37.4 | 35.8 | 32.1 | 28.0 | 29.2 | 30.7 | 32-4 
Electricity and gas........... 1.7 | 2to*9. 3°) 2.6 |e og oor oe eee 
‘Transportation b,j. S.ae. ees as 87 iB op eB cae SBS EBs oF ee Sees 
Communication§..,......... 1.2 [Tage [-ee gs [aye ak6 dh Sena 
rade mee con hosters na 13.8 | 14.1 | 14.6 | 14.6 | 13.6 | 13.3 | 12.8 
Binanice Yes ec a,secccecene ee 10.6'] 10.2 | 16.4] 160.6 | gos Sign ose 
Governmenit®*gadecanans 320h 8:7'| 9:7 | 41.7 | 14.8%) 6ig rotzel reat 
SERVICE fifartoeigee Se ee ode 11.8 |-12:0)] 12.4 | 22.6] 12.25) 12.9 aang 
Miscellaneoustt............. 6.1 6.2 6.3 6.4 6.4 | 6.0 5-9 


* Dollar figures are from National Income.... 1929-35, Table 10, p. 37, and percentages 
from ibid., Table 11, p. 38. 


t This is the group popularly called “productive”; cf. the discussion in the text. 


ft Includes rail, water, and air transport, street railways, pipe lines, and motor transport 


(buses, taxicabs, for-hire trucks, etc.). For obvious reasons, the motor-transport estimates are 
insecure, 


§ Chiefly the Bell Telephone System; includes also minor telephone companies and the tele- 
graph companies. 


|| Retail and wholesale establishments merchandising physical goods; does not include 
“shops”’ of barbers, etc. 


4 Includes commercial and savings banking, insurance, and management of rea estate(!)— 
not including office buildings, hotels, and apartment houses; does not include brokerage and in- 
vestment banking. R 

** Local, state, and federal government, including the Post Office and work relief payments. 


tt Includes the professions, domestic service, personal service (hotels, restaurants, barber 


and beauty shops, cleaning and dyeing firms, laundries, apartment houses, and office buildings), 
recreation and amusement, private education, ctc. 


t}These are the industries which are hardest to estimate, such as fishing and investment 
banking—industries loosely organized and not reached by census studies. The figures are ad- 
mittedly unreliable; but the group is so small as not to affect national totals greatly. 
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mental, technological improvement has concentrated “‘physi- 
cal-goods production”’ in larger establishments and in places | 
more remote from those where the goods are to be used, mak- 
ing necessary more handling and more complex social organi- 
zation. 

The shifts in relative importance of the different groups 
in the years covered by Table 5 are probably chiefly phenom- 
ena of the depression, however, rather than reflections of the 
trend away from material goods; for this trend has been very 
gradual. Recent figures suggest that predepression employ- 
ment ratios are roughly re-establishing themselves in most 
directions as unemployment is taken up; and we may 
reasonably expect income ratios to follow. 


VI. INCOME FROM PERSONAL SERVICES AND 
FROM PROPERTY 


From the standpoint of current issues, perhaps the most 
interesting of all the problems of income distribution is the 
division of income among those actively engaged in indus- 
try, those who get their incomes from property ownership, 
and the intermediate group of “‘self-employed”’ people whose 
incomes are mixtures of labor and property return. The im- 
portance of the mixed “entrepreneurial” incomes (which were 
about one-fourth of total “realized income” before the war, 
and about one-sixth of total “income paid out” in recent 
years) is so great, however, that it is impossible to give a 
clear-cut answer to the question of how income is shared be- 
tween “labor and capital”—the question implies a two-way 
division which does not exist in reality. Even “wages and 
salaries” and “rents, dividends, and interest,’ moreover, 
which make up the rest of “income paid out,” are not quite 
pure “labor income” and “‘capital income.” 

The most convenient authoritative sources of comparisons 
between pre-war and post-war years are Dr. King’s estimates 
(National Income, pp. 77-80) and the estimates of Dr. Cope- 
land, based upon Dr. King’s figures (Recent Economic Changes, 
II, 769). The proportion of “entire realized income” paid in 
wages, salaries, pensions, etc., showed a substantial increase 
during the war, which was maintained afterward. From 1909 
through 1916, it ranged only from §1 per cent to $2.7 per cent; 
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but after dipping to $0.3 per cent in 1918 it rose to $7.1 per 
cent in 1920, and ranged in 1921-28 from 57.1 per cent to 
58.2 per cent. (The income total on which these percentages 
are based includes “imputed income” from owner-occupied 
homes, etc.; if this were excluded the percentages cited would 
be raised from four to five points.) The explanation of the 
higher proportion after the war is partly the shrinkage of the 
relative importance of farming (where the proportion paid to 
employees is very low) and the rise of government (where the 
proportion is high), and partly a general increase in the pro- 
portion paid to employees, which can be clearly seen in figures 
for manufacturing, construction, trade, transportation, com- 
munication, and banking. The change in the proportion of 
national income going in interest and dividend payments was 
apparently slight, most of the shrinkage corresponding to the 
gains of employees being in entrepreneurial incomes of farmers. 

Pending publication of the final results of a study of the 
entire post-war period being carried on by the National Bu- 
reau of Economic Research, a full cross-classification of in- 
comes by types and industrial sources is available only for the 
years since 1929. But preliminary estimates on a comparable 
basis for nine of the most important industries, covering agri- 
culture, mining, manufacture, contract construction, elec- 
tricity and gas, communication, transportation (excluding 
motor transport), and trade have been published by Dr. 
Simon Kuznets, of the National Bureau, in a bulletin en- 
titled Income Originating in Nine Basic Industries, 1919-1934 
(New York, 1936). Combined figures for seven of these in- 
dustries, omitting agriculture and electricity and gas on the 
ground that the proportions paid to employees are too low to 
be comparable with the others, are given in Table 6. 

These figures show a slight but perceptible tendency for 
interest and dividends (chiefly dividends) to gain at the ex- 
pense of wages and salaries, a tendency visible also in each of 
the industries individually, except for contract construction. 
During the period in question, the change has been very 
gradual, evidencing a general policy of “stabilizing” dividends 
and entrepreneurial withdrawals, through good years and 
bad, in proportion to pay rolls. If the federal tax on undis- 
tributed corporate earnings is effective, however, we may ex- 
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pect to see less year-to-year stability of proportions in future; 
for as “business savings” indicate, business earnings have 
been much less stable than dividends and withdrawals. If 
corporations pay dividends equal to earnings in good years, 
this will tend to reduce the proportion of income paid out 
going to labor; but on the other hand dividends will doubtless 
be reduced in hard years, increasing the labor proportion. 
Since different industries differ so much in character and 
in the proportion of ““entrepreneurial withdrawals,” estimates 
of the relative importance of the different kinds of income re- 


TABLE 6 
DistripuTION OF INcoME Paip Our 1n SEVEN Basic INDUSTRIES 
in THE UnitepD Srates, BY Type oF PayMENT, 1919-34* 


Torar PERCENTAGES OF ToraL Income Paip Out 
Pap Out, 
Y Seven In- 
ee OS ee Wages _ | Dividends Oh aS Total ; 
(000,000 sees ee neurial Paid Business 
Bee * Setarics “| Interest eee Out abla 
rawals 
Average 
1919-34.| $25,766 79.8 tay) 8.4 100.0 1.0 
ROLG: sich 31,553 81.3 9.6 g.1 100.0 5a 
1920 375441 82.5 8.7 8.8 100.0 18.7 
BOOT. vite 28,645 79.8 10.7 9.5 nicrotey Nap UP 
MOG ale x ate 29,562 80.5 10.2 9-3 100.0 7.0 
BOD3..: ve 355345 81.8 10.4 7.8 100.0 8.6 
ifs) > eee 34,520 81.0 10.7 8.3 100.0 ae 
10 Pande 35,986 80.2 11.5 8.3 100.0 8.3 
£9264). 2 37,824 80.8 11.7 Has 100.0 6.3 
1ga7 taken 375505 80.0 12,4 7.6 100.0 2.9 
RG2OR ees ine 38,101 79-5 12.8 Fhe 100.0 5.8 
TOL, 40,171 79.3 13.1 7.6 100.0 54 
13045 os 36,278 77-9 14.4 yeu 100.0 = 9-4 
BOG cy 2s 29,124 77.6 14.0 8.4 100.0 | —I9.2 
EOQ2 rere g 21,206 76.6 L324 10.0 100.0 —28.4 
TORS cee vs 19,946 Gv Bs 12,6 10.3 100,0 | —I0.1 
Lee TNE ie 23,187 78.1 12.4 9-5 100.0 0.03 


* Computed by the present writer from figures given by Dr. Simon Kuznets, in /ncome Origi- 
nating in Nine Basic Industries, 1919-1934 (New York, 1936), Table 1, pp. 22-23. The industries 
included are mining, manufacture, contract construction, steam railroads, other transportation 
(excluding motor transport), communication, and trade. In these industries the average propor- 
tions paid to employees range from 72.2 per cent (trade) to 84.4 per cent (mining), so that the 
general average (79.8 per cent) is fairly representative. Dr. Kuznets also gives figures for agri- 
culture and for the electric light and manufactured gas industry; but the proportions paid to 
labor (averaging respectively 16.8 per cent and 40 per cent for the period) are too different to 
make a combined average very significant. 
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TABLE 7 


DistriBUTION OF Income Paip Out 1n THE UNITED STATES, . 
By Types oF PayMENT AND INDUSTRIAL SouRCES* 
1929 AND 1932 


(In percentages of the total paid out in each branch) 


Industrial 
Branch 


Allindustriest. . . 


Agriculture] 
Mining, etc...... 
Manufacturingtt 
Contract con- 
struction 
Electricity and gas 
Transportation }{ 
Communication. . 
Trade §§ oases 
Finance: 
Banking|||/.... 
Insurance 
Real Estate*** 
Government..... 
Service industries 
Miscellaneous.... 


Entre- 


pre- 
neurial 
With- 
draw- 
als 


All industries... 


Agriculture]. .. . 
Mining, etc...... 
Manufacturing tt 
Constract con- 
struction 
Electricity and gas 
Transportation}{ 
Communication. . 
Mrades§.,,.haaaak 
Finance: 
Banking||||.... 
Insurance 
Real Estate*** 
Government..... 


Service industries 
Miscellaneous... . 


Paid to 
Em- 
ployeest 


Dividends} Interest Sai 
ncome 
Ley 

7.6 6.5 18 .6§|| 
O%3 49 yee 
17.6 bye: 19.8 
14.3 at 15.5 
2.0 0.5 225 
31.6 27.5 59-1 
10.9 9-4 20.3 
17.0 4.6 21.6 
Cee 0.6 5.8 
42.1 0.0 42.1 

Fat 8 at 4 
3-5 28.5 90.78 
0.0 20.9 20.9 
rie ork 3.8 
3-5 5.6 12.2|| 

1932 

5-7 10.3 19.5§|| 
0.2 6.0 6.2 
I 45 14.4 
13.1 22 15.3 
CHa 1.2 3.6 
ae 35.0 FO. s 
fines 15.4 22.6 
5.2 6.8 32.0 
3.0 0.8 3.8 
36.2 0.0 36.2 

3.0 |— 9.099/— 6.099 
1.8 46.1 92.3§ 
0.0 21.1 ER eS 
0.9 Lia 3.0 
— 2.279). 8.4 14.2| 


Total vet 
Paid| US 
Out Fats 
avings 
100.0] 3.1 
100.0] 16.3 
100.0/— 8.9** 
100.0] 7.2 
100,0]/— 1.0** 
100.0/— 0.7** 
100.0 $.4 
100.0] 12.0 
100.0] 9.4 
100.0] 14.6 
100.0] 1.5 
109. 0)—="571 
100.0] 0.0 
100.0/— 0.7** 
100.0|— 1.4** 
100.0] —18.2** 
100,0] —26.6** 
100.0] —43.8** 
100.0|—34.2** 
100.0] —29.3** 
100,.0|—22.7** 
100.0] —11.9** 
100.0}— 7.1** 
100.0]—25.7** 
100.0] —36.7** 
100.0/— 7.3** 
100.0} —12.4** 
100 Oo] 60.0 
100.0|—11.2** 
100.0|— 9.6** 


(Footnotes for Table 7 on page 19) 
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quire to be broken down by industrial groups. Table 7 gives 
such a breakdown for 1929 (the last prosperity year, and that 
about which we know most) and 1932 (the worst year of un- 
broken depression). 

Even the catastrophe of the great depression, it will be 
seen, changed the pattern of income paid out remarkably 
little, the most conspicuous change being a relative fall of 
dividends and rise of interest payments. The distribution of 
“income produced,” on the other hand, was enormously 
affected; for in many lines of business there were no profits in 
1932, even excluding losses from revaluation of plant and 
real estate. 

The figures indicate plainly that the lion’s share of income 
paid out goes to employees in almost all industries where it 
could be reasonably expected. In manufacturing and mining, 
which together employ about one-third of all employees and 
pay about one-third of total wages and salaries, about 80 per 
cent of income paid out has gone to employees; though the 
variation between branches of manufacture is considerable. 
(In 1929, for instance, only 58.9 per cent of income paid out 
went to wages and salaries in the “chemical and petroleum 
refining” group; while the proportion in “textiles and leather”’ 
was 89.1 percent.) In the branches where the proportion falls 
markedly below 70 per cent, furthermore, there are always 


(Footnotes for Table 7 from preceding page) 


* Estimates of United States Department of Commerce, as given in National Income in the 
United States, 1929-35 (Washin ton, 1936). 


ft Includes wages, salaries (including compensation of corporate officers), pensions, workmen’s 
compensation, etc, 


t ‘National income paid out”—the total of the industries below. 
§ Includes “net rents and royalties” in addition to dividends and interest. 


|| Includes international balance of property incomes, in addition to domestic dividends and 
interest originated by the industries covered. 


§ Figures do not include rents paid by farm tenants, which are shown under “real estate.” 


** Negative net business savings indicate dividends (or profits withdrawn) exceeded business 
earnings. 


_ ttComparable figures may be worked out for seven subgroups of manufacture from figures 
given in National Income... . 1920-35, pp. 111-14. 


tt Figures for subgroups of transportation may be worked out from data in tbid., pp. 136-38. 


§§ Shop rents, etc., are not included here, but are reckoned in “‘real estate.” Separate figures 
for wholesale and retail trade will be found in ibid., pp. 164-66. 


|| 1| Brokerage and investment banking given under “miscellaneous.” 
{1 Dividends and interest received exceed those paid out. 


*** These figures have been sharply criticized by the National Industrial Conference Board 
(cf. R. F. Martin, National Income and Its Elements |New York, 1936]), and are admittedly very 
uncertain. 
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obvious explanations. In farming, the work is done chiefly 
by the farmer himself and his family. In the electric-power 
industry, a prodigious amount of plant is needed, which piles 
up capital charges. Banking and real estate are primarily 
businesses of property. 

The sources of property income are relatively concentrated. 
Of the about $14,650,000,000 of interest, dividends, and net 
rent payments originated by all industries in 1929, about 55 
per cent came from “public utilities’ —electricity and gas, 
transportation and communication—and from banking and 
‘real estate; and the corresponding proportion in 1932 was 57 
per cent. Yet all these industries together employed in each 
year only about 143 per cent of all employees. 


VII. CONTRIBUTIONS OF DIFFERENT TYPES OF PAY- 
MENT TO LARGE AND SMALL INCOMES ° 


If material were available, it might be very interesting to 
cross-classify incomes completely by size, type of payment, 
and industrial source. So far as employees’ incomes are con- 
cerned, this purpose can be partly achieved by calculations of 
per capita earnings. Thus the Department of Commerce 
estimates that in 1929 earnings per employee (reduced to a 
full-time basis) ranged from $649 in farming to $2,351 in 
finance (to give the extremes); in the other branches they 
varied from $1,154 (service) up to $1,895 (construction). In 
a few industries we have both wages and salaries on this basis; 
thus in manufacturing in 1929 (per capita employee income 
$1,508), the average wage is estimated at $1,299 and the aver- 
age salary at $2,670. But since we know that salary averages 
are heavily weighted by the larger salaries, but not how heav- 
ily weighted, these figures give but little idea of the distribu- 
tion. Actual distributions of wage rates are rare, though a 
few have been calculated, and those that exist are in many 
respects unsatisfactory.3 

In regard to the distribution of income payments of various 
types among incomes of different sizes we may gain some in- 

3 One of the most interesting distributions is reprinted by the National Industrial 
Conference Board (National Income and Its Elements, p. 30), showing wage rates for 
about 1,900,000 employees in Ohio in 1929. This takes in about three-fourths of the 


gainfully employed in the state; but it does not show actual earnings or give more 
than the crudest industrial classification. 
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formation from the Statistics of Income, published by the 
Bureau of Internal Revenue, which show the amounts of in- 
come from various types of services received by people in 
each income class. Table 8 compares some of these figures for 
the year 1929 with national totals for the types of income in 
question. The reader is warned, however, that the classifica- 
tion of sources of income in the personal income-tax returns 
does not precisely match that of the Department of Com- 
merce, so that detailed comparisons are not to be taken too 
seriously. The comparability of rent payments, in particular, 
is very doubtful. 

The figures of Table 8 indicate that taxpayers with net in- 
comes between $5,000 and $100,000 received in 1929 a sub- 
stantial part of total wages and salaries, but taxpayers with 
net incomes over $100,000 received only a very small frac- 
tion. Another aspect of the same fact is shown by a calcula- 
tion in the Statistics of Income, according to which wages and 
salaries make up about half of income from all sources, other 
than capital gains, for persons with net incomes between 
$5,000 and $10,000 in 1929, but only about 3 per cent for per- 
sons with net incomes over $1,000,000. 

Dividends, on the other hand, are shown to be a form of 
rich man’s income par excellence. Although millions of people 
hold some shares of corporate stock, most of the shares belong 
to the large holders. Accordingly, nearly three-quarters of all 
dividends flowed in 1929 to taxpayers with net incomes over 
$5,000, and nearly a quarter to taxpayers with incomes over 
$100,000. In addition, about $300,000,000 in dividends 
(about 5 per cent of the total) was received by people with 
negative net incomes; and since negative incomes arose chief- 
ly from stock-market ‘losses, much of this must also have gone 
to the wealthy. (Even in 1933, although the number of stock- 
holders had greatly increased and although many of the rich 
were showing very small net incomes, over 54 per cent of 
“dividends originated” were reported by taxpayers with net 
incomes over $5,000, besides nearly 7 per cent reported by 
people with negative net incomes.) The conclusion that divi- 
dends flow chiefly to the wealthy is strikingly confirmed by 
the fact that dividends made up about Io per cent of the in- 
come (from all sources save capital gains) of taxpayers with 
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TABLE 8 


Proportions or Nationa IncoME ToraLs 1n THE UNITED STATES RECEIVED 
By TAxpaYerRS wiTH Net INCOMES OVER $5,000, 
BY Types OF PayMENT, 1929 


(Amounts in millions of dollars) 


Amount ReceEiIvep sy | PERCENTAGE RECEIVED 


PERSONS WITH BY PERSONS WITH 
Net Incomes OVER Net IncoMEs OVER 
Na- 
Type or PAYMENT | TIONAL 
Tora.* One One 
Mil- Mil- 
$5,000T|$100, 0004] lion |$5,000t/$100, 000f} lion 
Dol- Dol- 
larst larst 
Total paid out, plus en- 
trepreneurial busi- 
ness savings§....... $79,611/$15,549|) $2,751 | $556] 19.5 i bo ee 
Compensation of em- 
ployees|| ies sn... $51,4871$ 5,179] $ 311 | $25] 10.1 0.6 | 0.05 
Entrepreneurial in- 
COMES. haciten eer GOD PQs B34: 519 96] 24.7 Hse Corp 
Total property in- 
Colne At) sates 14,643] 7,036] 1,921 | 434] 48.1 EG Roel lirics: 
Forms of property in- 
come: 
Dividendstf....... $5,964] $4,247] $1,428 | $331] 71.2 23.9 | 5.6 
Interesti Pasedios ree 5,255] 2,140 439 94| 40.7 Sipe ag: 
Rent§§. 8 beb: -c 3424 649 54 9| 19.0 TsO) NiGsy 


* From National Income . . . . 1920-35, pp. 22-26. 


t From Statistics of Income, 1929, pp. 9 and 15. The figures are “cumulative”: i.e., the group 
with net incomes over $100,000 includes that with net incomes over $1,000,000, and the $5,000 
group includes both richer groups. 


¢ Computed by the present writer from the foregoing figures. 
§ Includes “net business savings” of unincorporated firms; see note], below. 


|| The total is not corrected for tax-exempt salaries of state and local governments; but, of 
course, few of these go to people with net incomes over $5,000. 


{ Since the income-tax figures include profits not withdrawn, “net business savings” of un- 
incorporated businesses (estimated at $979,000,000) are included in the total as well as entre- 
preneurial withdrawals. 


** The total of the three subclasses given below. 


tt The total represents “dividends originated,” avoiding double counting of sdme $2,200-, 
000,000 paid by corporations to other corporations. 


tt The total includes “interest payments originated” plus the net international balance of 
property incomes (which adds $151,000,000). The figures for individuals include $270,000,000 of 
tax-exempt interest on government bonds, in addition to interest on foreign and domestic se- 
curities, mortgages, and trust accounts. 


§§ Figures for individuals probably include more than “net rents” in many instances. 
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incomes between $5,000 and $10,000 in 1929, but half or more 
of the income of the taxpayers in each bracket above $100,000. 

The other forms of property income, as Table 8 shows, are 
much more democratically distributed. Only about 41 per 
cent of interest payments originated—as distinguished from 
dividends—was reported in 1929 by taxpayers with net in- 
comes over $5,000; and the corresponding percentage in 1933 
was only 20 per cent. For lack of information on tax-exempt 
interest received by persons with net incomes below $5,000, it 
is impossible to calculate precisely the amount of interest re- 
ceived by persons with negative net incomes; but it seems to 
have been less than 3 per cent. A large part of interest income, 
of course, flows to the middle classes through savings banks 
and insurance companies, and as mortgage interest. Rent in- 
comes, moreover, are apparently even less concentrated in the 
hands of the rich. In 1929 only 1g per cent, and in 1933 only 
about 12% per cent, of ‘‘net rents and royalties” were reported 
by taxpayers with net incomes over $5,000; while about 23 
per cent in 1929 and about 63 per cent in 1933 were reported 
by people with net incomes less than zero. 

The distribution of entrepreneurial incomes among incomes 
of different sizes varies greatly from one industry to another. 
Some clues to this variation may also be found in the Statistics 
of Income, which classify by industrial sources the business in- 
comes of individual business men; though unfortunately part- 
nership incomes (which total nearly as much in these income 
brackets) are not classified. While the $1,936,000,000 of 
profits of individual proprietors with net incomes over $5,000 
in 1929 were less than 15 per cent of total entrepreneurial in- 
comes, the corresponding proportions in mining and manufac- 
turing were 37 per cent and 36 per cent, in “service” (includ- 
ing the professions, hotels, etc.) nearly 28 per cent, in con- 
struction about 27 per cent. For trade and “miscellaneous” 
(which includes brokers and investment bankers), the pro- 
portions were about 184 per cent and about 153 per cent. But 
it is to be remembered that these fields are full of partner- 

‘ships, so that these figures would be greatly increased if we 
had a classification of partnership incomes by sources. On 
the other hand, individual business incomes over $5,000 make 
up only 5 per cent of the total in transportation (meaning 
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chiefly taxicabs and small trucking businesses) and only about 
2 per cent in agriculture; and in both these fields partnerships 
are unimportant. 


VIII. GOALS AND MEANS OF INCOME REDISTRIBUTION 


It has come to be very generally accepted in the United 
States that an increase in the incomes of the poorest groups 
in the population is desirable, even at the expense of a reduc- 
tion in the incomes of the more prosperous. Some reformers, 
in fact, may even consider reduction in the incomes of the rich 
a social gain in itself, in so far as it affects the very highest in- 
comes, since this tends to reduce the concentration of power 
which makes for social instability and affronts the dignity of 
the poorer citizens. But reductions falling upon more mod- 
erate incomes, at all events, must be regarded as social losses, 
tending to offset the social gains resulting from increases in 
the lowest incomes. It follows that methods of income re- 
distribution are to be preferred under which the losses of the 
richer groups are as small as possible in proportion to the 
gains of the poorer, and under which both losses and gains are 
as equitably distributed as possible among those affected. 

There is, it is true, a sentimental doctrine, lately brought 
forward by reformers, that anything which increases the in- 
comes of any “underprivileged” group involves a gain rather 
than a loss for everyone else. But this agreeable theory cannot 
survive dispassionate analysis. The argument is that the 
prosperity of each group depends on that of the others—more 
concretely, that an increase in one group’s money income, 
however achieved, will improve the markets for other people’s 
products. An application of some importance is the absurd 
theory (which has been successfully “sold” to most city peo- 
ple who think about the matter at all) that a high price of 
milk is a good thing for city workmen because it increases the 
dairy farmer’s power to buy city-made goods. The fallacy is 
obvious: the dairy farmer gets his larger income (if he does— 
a matter which is not in all cases clear!) because city workers 
have to spend more money in order to buy less milk at higher 
prices. This reduces what they have left to spend on other 
things by the extra amount they pay for the milk; so that the 
“purchasing power” over manufactured goods which the 
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farmer thus obtains is not in any sense newly created, but is 
merely transferred from city people. This blanket justifica- 
tion:for schemes to redistribute income by raising certain 
prices above the level they would otherwise attain (whether 
the “prices” in question are those of farm products, of labor 
services, or of manufactured goods) must therefore be repudi- 
ated. Robbing Peter to pay Paul is not especially likely to 
benefit Peter. 

There is, of course, a strong case for price raising as a 
means of income redistribution in.a very important type of 
situation: intervention to raise wages, within moderate lim- 
its, may be very helpful where employers have considerable 
monopoly power on their local labor markets. Both theoreti- 
cal analysis and experience with the application of minimum 
wages\to sweatshops indicate that in such circumstances mini- 
mum levels considerably above the lowest rates previously 
paid can be enforced, without any noticeable ill effects upon 
employment. But employer monopoly, while not uncommon, 
is far from general. Ordinarily, the employer is to be thought 
of not as a monster bearing down the tiny single employee (as 
he is so often pictured), but as a competitor on fairly equal 
terms with other employers in need of labor.. This competition 
of employers is far from perfect; but each individual worker 
need not know where he can’find another job at good wages in 
order to be protected by it. In the course of time, an employer 
who refuses to match the wages and standards of working 
conditions of other firms will find it impossible to maintain 
and increase his staff. Most workers are reasonably well pro- 
tected in this way; and the rather unpleasant experience of 
Australia and New Zealand with widespread wage regulation 
reinforces the suggestion of general analysis that minimum- 
wage requirements should be used only to remedy acute local 
situations (affecting, say, not over 10 per cent of the wage- 
earners) rather than as an instrument of income redistribu- 
tion on a wide front. 

Except where there is strong evidence of buyer monopoly, 
proposals for raising wages and prices to redistribute incomes 
are subject to three fundamental criticisms. In the first place, 
opportunities for gains through price raising are commonly 
overrated, owing to the usual habit of overlooking the effect 
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of the price charged on the amount sold. The gain from pri 
raising is almost sure to be less than in proportion to the i 
crease of the price; for if the price in question rises relative te 
other prices the market will be restricted; while if other price: 
rise too, although this may prevent the shrinkage of sales, the 
rise in the cost of living will absorb the gain. In the second 
place, where opportunities for gains of this sort do exist, it is 
frequently those who are already fairly well off, rather thar 
the very poorest groups, who can best organize to take ad. 
vantage. Thus it is notorious that the landowners rather than 
the “share croppers” gained most from the restriction of cot. 
ton acreage; and the best organized labor groups are very 
commonly also those whose members are relatively high on 
the income scale. The exploitation of such opportunities. 
where they exist and where the necessary organization exists 
or can be formed, is therefore by no means certain to improve 
the distribution of national income. In the third place, since 
putting up prices (except in the case of buyer monopoly) 
means loss of sales and therefore less production, trying te 
redistribute national income by this method necessarily in- 
volves some shrinkage of the total to be distributed. This 
may be justifiable where the gains in leisure for those who da 
less work are socially very important, or where it can be ar- 
gued that those who gain income are so peculiarly deserving 
that a small gain for them outweighs a larger loss for someone 
else. But the more such attempts are generalized, the surer 
we may be that the gains will cancel out and the losses 
(through reduced output) will remain to plague us. The right 
to try to increase income by means which involve holding 
down production should be reserved for groups with highly 
excessive working hours or with extraordinarily low money 
wages. For everybody cannot simultaneously ride on some- 
one else’s back. 

The widespread feeling that corporate profits are so high 
that wages could be greatly raised at the expense of profits, 
without any increase of selling prices, is not justified by the 
facts, as may be seen from Tables 6 and 7. Except where 
much of the work is done by people in business for themselves 
(farming, trade, and service industries) and in electric light 
and power, banking, and real estate, employees typically en- 
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joy some five-sixths of income paid out in their industries; 
and of course a mere pressure for higher wages cannot hope 
to bring about the transfer of much even of the rather small 
fraction going to property. On the contrary, an employer 
whose labor costs increase tries either to buy his materials 
cheaper or to sell his product dearer. Since his competitors 
also are subject to increased costs when wage raising is gen- 
eral, the market readily adjusts itself to make this possible, 
and profits are not very seriously affected; while much (at 
least) of the wage increase is nullified by a rising cost of liv- 
ing, except as laborers offset the cost-raising effect of the in- 
crease by an increased output per man-hour. This tendency 
of wage raising to push up prices may be seen in the recent 
history of both the United States and France. 

This is not to say that there are no possibilities of gain for 
the poorer groups without overbalancing losses elsewhere— 
quite the contrary. In the first place, the largest underprivi- 
leged group in the United States is the body of unemployed. 
If they can be put back to work, their share of the national 
income will rise; but since the goods they produce will in- 
crease total national income, their gains need not involve im- 
portant losses in real income for others. Measures for improv- 
ing the unemployment situation will therefore have a power- 
ful favorable reaction on the distribution of income. At the 
present time the most promising opportunities for re-employ- 
ment depend on increasing the production of “capital goods,” 
especially of housing. The revival of construction, in turn, 
depends partly on the confidence of investors and business 
men in the future and partly on construction costs. From the 
standpoint of construction costs, probably the most promising 
measures for improvement lie in the direction of reducing the 
rigid cost prices, including both building wages and wages 
affecting building materials, as well as certain monopoly 
prices in the field of building materials. Some of the wage in- 
creases recently granted and others being demanded tend to 
raise construction costs, making necessary a further rise of 
rents before construction can revive; while their effects upon 
“business confidence” are far from beneficial. Regarding re- 
employment as a means of income redistribution, therefore, 
some wage advances are likely to be harmful rather than 
helpful. 
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In a longer view, there are enormous possibilities for im- 
proving income distribution through reform of government 
finance. In the first place, it would be a great improvement 
if more of the expenditures of governmental bodies were met 
from higher income taxes on the larger incomes (especially 
those from, say, $2,500 to $100,000, as these are the most 
promising source of additional revenue), and less from taxes 
which are so levied as to be part of business men’s variable 
operating costs (such as sales taxes and the taxes on payrolls 
under the Social Security Act). Aside from effects on the total 
size of national income, such a shift would enable business 
men to pay higher wages and charge lower prices; while the 
income tax would transfer the corresponding burden to those 
who can bear it best. In addition, such a shift would stimu- 
late rather than harm production, since it would reduce oper- 
ating costs without impairing selling markets. The expendi- 
ture side of public finance, moreover, also offers great possi- 
bilities as a means of income redistribution. If we diverted 
funds from building battleships, say, to building houses and 
to retraining people for new occupations in regions where the 
local industries have died out, the aid to the underprivileged 
would be immediate and substantial. 

Friends of a more equitable distribution of income, ac- 
cordingly, should be interested above all in restoring employ- 
ment and in obtaining a more equitable tax system. A direct 
frontal attack on the problem of the incomes of the poor, 
along the lines of a general wage increase, is likely to do more 
harm than good; what is needed in the field of wages is rela- 
tive adjustment (including reductions where high costs are a 
barrier to re-employment as well as increases where labor is 
“sweated”) rather than general revision. A program of re- 
employment and tax reform, it is true, is less dramatic. It 
offers fewer opportunities to reform leadership to identify the 
things it is struggling against with personalities; and it is less 
likely to win spectacular increases in money wages. But, on 
the other hand, its achievements are much less likely to be 
nullified by changes in prices; and its gains are likely to be 
won at much less cost to groups outside the fold of organized 
labor, since it is less likely to hold down production. In sub- 
stance, though not in appearance, this is the more direct way 
to work toward the goal of an equitable division of national 


income. 
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